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E X T E R N A L  D E B T :  A  P O T E N T I A L  T O O L  F O R  E C O N O M I C  
D E V E L O P M E N T  
L A W R E N C E  U C H E  O K O Y E  
A B S T R A C T  
D e b t  ( d o m e s t i c  o r  e x t e r n a l )  i s  a  f e a t u r e ,  o r  r a t h e r ,  a n  i n t e g r a l  p a r t  o f  e v e ! J '  m u d e m  e c o n u m y .  
D e v e l o p e d  a n d  d e v e l o p i n g  n a t i o n s  b o r r o w  t o  e n h a n c e  d e v e l o p m e n t .  H o w e v e r .  w h i l e  t h e  
d e v e l o p i n g  n a t i o n s  b o r r o w  t o  f a s l - l r a c k  t h e  p r o c e s s  o f  e c o n o m i c  d e v e l o p m e n l ,  t h e  d e v e l o p e d  
n a t i o n s  b o r r o w  t o  k e e p  t h e i r  e c o n o m i e s  r u n n i n g  a n d  m a k i n g  p r o g r e s s .  T h e o r e t i c a l l y ,  n a t i o n s  
r e s o r t  t o  e x t e r n a l  b o r r o w i n g  t o  f a s t - t r a c k  t h e  p r o c e s s  o f  e c o n o m i c  d e v e l o p m e n t  a n d  N i g e r i a  i s  n o t  
l e j i  o u t .  H o w e v e r ,  e m e r g i n g  e v i d e n c e  f r o m  m o s t  b o r r o w i n g  n a t i o n s ,  p a r t i c u l a r l y ,  A f r i c a n  
c o u n t r i e s ,  s h o w s  t h a t  r a t h e r  t h a n  d e v e l o p ,  t h e y  e n d  u p  p o o r e r  a n d  m o r e  u n d e r d e v e l o p e d ,  t h e r e b y  
b r i n g i n g  t o  t e s t  t h e  t h e o r e t i c a l  b a s i s  f o r  e x t e r n a l  d e b t  a c q u i s i t i o n .  I n  N i g e r i a ,  f o r  i n s t a n c e ,  i t  i s  
a r g u e d  t h a t  t h e  l e v e l  o f i n f r a s t r u c t u r a l  d e f i c i e n c y ,  r i s i n g  u n e m p l o y m e n t ,  p o v e r t y ,  e t c  d o  n o t j u s ( ! j y  
t h e  q u a n t u m  o f  e x t e r n a l  d e b t s  o u t s t a n d i n g  a s  a t  2 0 0 4  ( S 3 5 . 9 4 b i l l i o n )  a n d  t h a t  t h e  c o u n t r y  w a s  
m o r e  d e v e l o p e d  i n  t h e  1  9 6 0 s  t h a n  p r e s e n t l y .  E v i d e n c e  f r o m  a v a i l a b l e  l i t e r a t w - e  h o w e v e r  s u p p o r t . \ "  
t h i s  a r g u m e n t  A  n u m b e r  o f  f a c t o r s  h a v e  b e e n  i d e n t i f i e d  a s  i m p e d i m e n t s  t o  t h e  n o b l e  o b j e c t i v e  o f  
e x t e r n a l  b o r r o w i n g  a n d  r e l e v a n t  r e c o m m e n d a t i o n s  m a d e  t o  r e s o l v e  t h e  p a r a d o x .  
O K O Y E ,  L . U  i s  a  D o c t o r a l  S t u d e n t  i n  T h e  D e p a r t m e n t  O f  B a n k i n g  O f  F i n a n c e ,  N n a m d i  
A z i k i w e  U n i v e r s i t y ,  A w k a .  
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Introduction 
Debt is a creation of the act of borrowing. Tt refers to the resources of money in use in an 
organization (or a country) which is not contr ibuted by its 0wners and does not in any 
way belong to them (Oyejide, et a l: 1985). All economic agents: the household, the fi rm 
and the government borrow primarily when their spending requirements exceed their 
current receipts from conventional sources. Government or pub! ic debt cou ld be 
procured from internal (domestic debt) and externa l sources (external debt). Exte rnal 
borrowing differs from domestic debt in that it refe rs to an inj ectio n of funds into an 
economy but at the same, it is subject to external infl uences such as fluctuations in 
in terest and exchange rates. 
Deficit fi nancing, genera lly, is a government po licy of stimulating the economy by 
deliberate ly budgeting an expenditure in excess of revenue (from taxes, royalti es and 
sundry sources) w ith money be ing inj ected in an eco nomy to stimulate or ma inta in 
demand and the excess spending be ing financed by borrowing (Chambers: 1999). 
External borrow ing is development-based. Most deve loping nations of the world, 
including those of Africa, upon attainment of political independence embraced the option 
of externa l fin ance to fund economic development programme<> (Ri vkin citcrl h~ 
Nwakoby and Ezeoha: 20 II). Leaders at the time of independence considered natio na l 
resources as grossly inadequate and incapable of sustaining mpid economi c develo pment 
needed at the t ime and therefore sought to procure externa l finance(N noli: 1978). Foreign 
capita l, technological capabil ity and know-how are required for serious econo mic 
development (Onosode:2004). Nwankwo (20 1 0) argued that debt is an integral pat1 
modern economies because governments all over the world, no matter how developed, 
needed to borrow to fund major projects . However, while the developing nations bo rrow 
to fund economic growth and socia l develo pment, developed nations borrow primarily to 
keep the economy running and making progress. The realizati on of the deve lopme nt 
obj ective of externa l borrowing depends on the ability of the debtor nati on to prudent ly 
manage the proceeds o f the loan to discharge associated obligations: the obligation to 
pay not j ust w hat was borrowed but some agreed interest and other incidenta l charges . 
Debt is a two-edged sword. It cou ld magni fy returns over and a bove assoc iated costs but 
could, on the other hand, increase the like lihood of crises (Okafo r: 1983 ). Debt therefore 
throws up management challenges for governments because their ability to hono ur debt 
obligations has impl ications for assess ing the economic or fi nancia l hea lth of the 
econo my. 
Theoretically, countries procure external debt to add to existing stock of cap ita l through 
improved capac ity building. When rea lized, debt does not constitute a burden, otherw ise. 
the aphorism " he who goes aborrowing goes asorrowing" . Ev idence fro m developing 
nations inc luding Ni geri a shows that this objective is not realized, hence th e inc idence of 
the burden of debt. N igeria has exp lored the use of externa l debt as a potentia l source of 
development fin ance right from the era of the colonia l admini strat ion till date. The 
quantum of debt serv ice payments and the obvious diffi culty, sometimes, in making 
these payments do not suggest that these loans have been profitab ly managed . Soc ia I an d 
19 
' : -
l n t ' l  J o u r n a l  o f  M g t  &  S o c .  S c i .  R e s .  
i n f r a s t r u c t u r a l  p r o b l e m s  i n  t h e  e c o n o m y  d o  n o t  a l s o  i n d i c a t e  t h a t  t h e s e  l o a n s  h a v e  
p o s i t i v e l y  i m p a c t e d  o n  t h e ' N i g e r i a n  e c o n o m y .  
T h o u g h  N i g e r i a ' s  e x t e r n a l  d e b t  s t o c k  h a s  b e e n  d r a s t i c a l l y  r e d u c e d  ( $ 5 . 3 b i l l i o n  i n t e r i m  
f i g u r e ,  A u g u s t ,  2 0  1 1 )  f o l l o w i n g  s u c c e s s f u l  n e g o t i a t i o n s  w i t h  t h e  P a r i s  a n d  L o n d o n  C l u b  
o f  C r e d i t o r s ,  t h i s  p a p e r  s e e k s  t o  i d e n t i f y  t h e  c a u s e ( s )  o f  t h e  h i t h e r t o  u n s u s t a i n a b l e  
e x t e r n a l  d e b t  s t o c k  a n d  t h e r e b y  r e c o m m e n d  m e a s u r e s  t o  a v e r t  a  r e p e a t  o f  p a s t  m i s t a k e s .  
T h e  w o r k  i s  d i v i d e d  i n t o  s i x  s e c t i o n s :  s e c t i o n  o n e  s e r v e s  t o  i n t r o d u c e  t h e  s u b j e c t  o f  t h e  
p a p e r :  s e c t i o n  t w o  b r i e f l y  r e v i e w s  t h e  m a n a g e m e n t  o f  e x t e r n a l  d e b t  i n  N i g e r i a :  s e c t i o n  
t h r e e  p r e s e n t s  t h e  b u r d e n  o f  d e b t  a r i s i n g  f r o m  t h e  ( m i s ) m a n a g e m e n t  o f  e x t e r n a l  d e b t  i n  
N i g e r i a ;  s e c t i o n  f o u r  h i g h l i g h t s  s p e c i f i c  f a c t o r s  t h a t  h a v e  w o r k e d  a g a i n s t  t h e  u s e  o f  
e x t e r n a l  d e b t  a s  a  t o o l  f o r  e c o n o m i c  d e v e l o p m e n t ;  s e c t i o n  f i v e  p r e s e n t s  t h e  
s u g g e s t i o n s / r e m e d i e s  n e c e s s a r y  t o  f i n e - t u n e  t h e  n a n a g e m e n t  o f  e x t e r n a l  d e b t  a n d  s e c t i o n  
s i x  s u m m a r i z e s  a n d  c o n c l u d e s  t h e  w o r k .  
R e v i e w  o f  E x t e r n a l  D e b t  M a n a g e m e n t  i n  N i g e r i a  
P r i o r  t o  p o l i t i c a l  i n d e p e n d e n c e ,  t h e  a u t h o r i t i e s  i n  N i g e r i a  ( t h e  c o l o n i a l  a d m i n i s t r a t i o n )  
m a d e  e x t e n s i v e  u s e  o f  i n t e r n a l l y  g e n e r a t e d  r e v e n u e  t o  f i n a n c e  d e v e l o p m e n t  p r o j e c t s  
e x c e p t  i n  t h e  s p e c i a l  c a s e  o f  r a i l w a y  c o n s t r u c t i o n  w h i c h ,  o w i n g  i t s  a t t e n d a n t  h u g e  c a p i t a l  
o u t l a y ,  c o m p e l l e d  t h e m  t o  l o o k  b e y o n d  t h e  r e v e n u e - e a r n i n g  p o t e n t i a l  o f  t h e  e c o n o m y .  
A v a i l a b l e  e v i d e n c e  s h o w e d  t h a t  d u r i n g  t h i s  p e r i o d ,  N i g e r i a  a d o p t e d  a  c o n s e r v a t i v e  
a p p r o a c h  t o  e x t e r n a l  b o r r o w i n g .  T h r o u g h  t h e  m e c h a n i s m  o f  t h e  L o n d o n  C a p i t a l  M a r k e t ,  
N i g e r i a  s o u g h t  a n d  o b t a i n e d  e x t e r n a l  f i n a n c e  t o  f u n d  d e v e l o p m e n t  p r o j e c t s .  I n s t a n c e s  o f  
s u c h  l o a n s  a n d  t h e  e n a b l i n g  i n s t r u m e n t s  i n c l u d e  L o a n s  O r d i n a n c e s :  N o .  2 3  o f  1 9 0 4  f o r  
£ 2 . 0 m ;  N o . 7  o f  1 9 0 8  f o r  £ 3 . 0 m ;  N o .  1 2  o f  1 9 1 1  f o r  £ 3 . 5 m ;  N o .  5 7  o f  1 9 1 7  f o r  £ 2 . 0 m ;  
N o .  2 4  o f  1 9 1 9  f o r  £ 4 . 2 m ;  N o .  1 6  o f  1 9 2 1  f o r  £ 3  . O m  ( A n y a f o :  1 9 9 9 ) .  A t  i n d e p e n d e n c e  i n  
1 9 6 0 ,  t h e  n a t i o n s  d e b t  p o r t f o l i o  s t o o d  a t  £ 3 4 . 0 5 m ,  o u t  o f  w h i c h  e x t e r n a l  d e b t  a c c o u n t e d  
f o r  £ 2 0 . 5 m .  
T h e  n e w l y  i n d e p e n d e n t  N i g e r i a  w a s  f a c e d  w i t h  t h e  n e e d  t o  a g g r e s s i v e l y  u n d e r t a k e  
d e v e l o p m e n t  p r o g r a m m e s  t o  r e f l e c t  t h e  s t a t u s  o f  a n  i n d e p e n d e n t  n a t i o n ,  t h u s  p r o m p t i n g  
t h e  p r o c u r e m e n t  o f  m o r e  l o a n s  t o  a u g m e n t  i n t e r n a l l y  g e n e r a t e d  r e v e n u e .  A l s o ,  a f t e r  t h e  
c i v i l  w a r  i n  1 9 7 0 ,  t h e  n e e d  a r o s e  t o  r e h a b i l i t a t e ,  r e c o n s t r u c t  a n d  d e v e l o p  t h e  w a r - r a v a g e d  
e c o n o m y .  I n s p i t e  o f  t h e  f e l t  n e e d  f o r  m o r e  f u n d s ,  N i g e r i a  s t i l l  m a i n t a i n e d  a  m o d e s t  
a t t i t u d e  t o  e x t e r n a l  b o r r o w i n g  ( S a n u s i :  1 9 8 7 ) .  E x t e r n a l  b o r r o w i n g s  d u r i n g  t h i s  p e r i o d  
(  1 9 6 0 s )  w e r e  m a i n l y  f r o m  b i l a t e r a l  a n d  m u l t i l a t e r a l  s o u r c e s  a n d  h a v e  v e r y  l o w  i n t e r e s t  
r a t e  a n d  l o n g e r  r e p a y m e n t  p e r i o d .  T h e y  a r e  s t i l l  b e i n g  r e p a i d  t o d a y .  ( N w a n k w o :  2 0 1  0 ) .  A  
n u m b e r  o f  s u p p o r t i v e  f a c t o r s  h a v e  b e e n  i d e n t i f i e d :  O s h i m o h o l e  ( 2 0  I I )  e x p l a i n e d  t h a t  i n  
t h e  i m m e d i a t e  p o s t - i n d e p e n d e n c e  p e r i o d ,  N i g e r i a  h a d  a  r o b u s t  p a r l i a m e n t a r y  s y s t e m .  a n d  
a  h e a l t h y  f e d e r a l  s t r u c t u r e ,  w h i c h  f a c i l i t a t e d  a l l - r o u n d  d e v e l o p m e n t  t h r o u g h  h e a l t h y  
r i v a l r y  a m o n g  t h e  r e g i o n s .  N i g e r i a  t h e n  h a d  a  t h r i v i n g  a g r a r i a n  s e c t o r ,  a  m o d e s t l y  
d i v e r s i f i e d  e c o n o m y ,  a  p r o m i s i n g  i n d u s t r i a l  s e c t o r ,  a  f a i r l y  s k i  l i e d  a n d  a  r e a s o n a b l y  
e f f i c i e n t  w o r k f o r c e ,  i m p l y i n g  t h a t  N i g e r i a  h a d  a  p r o d u c t i v e  e c o n o m y  d u r i n g  t h e  p e r i o d .  
A n y a o k u  ( 2 0  1 1 )  e x p l a i n e d  t h a t  p r o v i d e n c e  p u t  a  s m i l e  o n  t h e  f a c e  o f  t h e  c o u n t r y  ( j u s t  
e m e r g i n g  f r o m  t h e  c i v i l  w a r )  w i t h  t h e  o i l  b o o m ,  t h e  i n s t r u m e n t a l i t y  o f  w h i c h  e n a b l e d  t h e  
c o u n t r y  t o  " p u l l  i t s e l f  u p  b y  t h e  b o o t s t r a p  a n d  e m b a r k  o n  t h e  p o s t - w a r  p o l  i c y  o f  t h r e e  R s ,  
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that is, reconstruction, rehabi litation and reconci liat ion. During the period, N igeria 1\ a::. 
awash w ith petro l-do llar. Thus the need for externa l borrowing was not particularly felt 
as Nigeria even had to lend to the International Monetary Fund (JMF) under the oi l 
faci lity in 1974 (Sanusi: 1987). The domestic economy was, to an extent, self-sustaining 
during the period. However, by 1978, the trend took a new turn. The Central Bank of 
Nigeria (2002) notes: 
The origin of Nigeria's external debt dates back to 1958 when a sum of US$2.8million 
was contracted/or railway construction. Between 1958 and-1978, the resort to foreign 
debt was minimal, as debts contracted during the period were the concessional debts 
from the bilateral and multilateral sources with Longer repayment periods and lower 
interest rates constituting about 78.5% of the total debt stock. From 1978. following the 
collapse of oil price, which exerted considerable pressure on government finances, it 
became necessary to borrow for balance of payment support and project financing. This 
led to the promulgation of Decree No. 30 of 1978 limiting the external Loans the Federal 
Government could borrow to N5billion. The first major borrowing of US$1 billion, 
referred to as the 'jumbo loan" was contracted from the International Capital Market 
(ICM) in 1978, increasing the total external debt stock to US$2. 2bi!lion. Thereafter, the 
spate of borrowings increased with entry of state governments into the external loan 
contractual obligations. While the share of loans from bilateral and multilateral sources 
declined substantially, borrowing from private sources at stiffer rates increased 
considerably. Thus, by 1982, the total external debt stock was US$13.1.1 billion 
Nigeria's extern al debt problem could therefore be traced to borrowings from private 
sources: the Paris and London Club of Creditors. The Paris Club debts are government-
government debts or market-based loans guaranteed by th.: various export guarantee 
agencies of the creditor countries while the London C lu b is a group of commercial banks 
that jointly negotiates the restructuring of the claims again st the debtor countries. 
Prominent features of this window include market-based rate and sho11-tenure. When 
Nigeria was classified in the Baker P lan in 1986 as one of the 15 heavily indebted 
nations among developing countr ies, about 85% of total external debt outstanding 
($18.6billion) were of short/medium term and were used to finance such projects as 
lwopin Paper Mill s, Ajaokuta and A ladja Steel Mills Projects. The mis-match aris ing 
from loan maturity profiles and projects completion resulted in debt service bunching 
which exacerbated the debt problem. The debt crisis thereby eroded the country's cred it 
worthiness such that further procurement of externa l debts could only be consummated 
on even more stringent terms. By 2004 the externa l debt stock had peaked at 
$35.94bi ll ion. The period 2005/2006 however marked a turning poi nt in N igeria's 
external debt position when, fol lowing a successful negotiation, the country had to pay 
$ 12.4bi llion to the Paris Club in exchange for a debt cancellation of an estimated 
$18billion representing about 60% of the $30billion owed to the Paris Club. The Federal 
Government a lso pa id $2.3bill ion owed to the London C lub thereby effectively exiting 
the clubs (DM0:20 I 0). By these transactions, N igeria 's external debt stock dropped 
substant ial ly to $3 .54bi llion in 2006 thereby, once more, increasing the country's debt 
sustainability space. However, Nigeria's externa l debt once again has maintained an 
upward trend. For instance, the external debt stock stood at US$4 .27 bil lion as at J une 
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2 0 1 0 .  B y  m i d  2 0 1 1 ,  t h e  e x t e r n a l  d e b t  h a d  r i s e n  t o  $ 5 . 3 b i l l i o n  ( O m o h :  2 0 1 1 ) .  A r i s i n g  
f r o m  t h e  2 0 1 2  b u d g e t ,  i n  t h e  M e d i u m  T e r m  E x p e n d i t u r e  F r a m e w o r k  ( M T E F ) ,  t h e  
p r o g r a m m e d  e x t e r n a l  b o r r o w i n g  f o r  t h e  p e r i o d  2 0 1 2 - 2 0 1 4  i s  $ 7 . 9 b i l l i o n ,  a n  a v e r a g e  o f  
$ 2 . 6 3 b i l l i o n  f o r  e a c h  o f  t h e  3 y e a r s .  
I t  i s  i m p o r t a n t  t o  n o t e  t h a t  p r i o r  t o  2 0 0 5 / 2 0 0 6  N i g e r i a  h a d  a d o p t e d  a  n u m b e r  o f  m e a s u r e s  
t o  c o n t a i n  t h e  e x t e r n a l  d e b t  p r o b l e m  t h o u g h  t h e  o u t c o m e s  d o  n o t  s u g g e s t  e f f e c t i v e n e s s .  
A n  e f f e c t i v e  a n d  f u n c t i o n a l  e x t e r n a l  d e b t  m a n a g e m e n t  p r o c e s s  i n v o l v e s  t h e  s e l e c t i o n  o f  
a n  a p p r o p r i a t e  f i n a n c i n g ,  d e c i s i o n  o n  h o w  m u c h  t o  b o r r o w  a n d  k e e p i n g  c o m p l e t e  u p - t o -
d a t e  r e c o r d s  o n  d e b t  f o r  t h e  p u r p o s e  o f  a c h i e v i n g  t h e  b e n e f i t s  o f  e x t e r n a l  f i n a n c e  w i t h o u t  
c r e a t i n g  d i f f i c u l t  p r o b l e m s  o f  m a c r o e c o n o m i c  a n d  b a l a n c e  o f  p a y m e n t s  s t a b i l i t y  
( K l e i n :  1 9 9 4 ) .  D e b t  m a n a g e m e n t  i n c l u d e s  a n  a s s e s s m e n t  o f  t h e  c o u n t r y ' s  c a p a c i t y  t o  
s e r v i c e  e x i s t i n g  d e b t s  a n d  a  j u d g m e n t  o n  t h e  d e s i r a b i l i t y  o f  a t t r a c t i n g  f u r t h e r  l o a n s  
( C B N :  1 9 9 6 ) .  
M e a s u r e s  a d o p t e d  i n  t h e  m a n a g e m e n t  o f  N i g e r i a ' s  e x t e r n a l  d e b t  d u r i n g  t h e  p e r i o d  
i n c l u d e :  
I .  E m b a r g o  o n  n e w  l o a n s :  I n  1 9 8 4 ,  t h e  g o v e r n m e n t  p l a c e d  a n  e m b a r g o  o n  n e w  
g o v e r n m e n t  b o r r o w i n g s  f r o m  a b r o a d .  H o w e v e r ,  o n - g o i n g  c o r e  p r o j e c t s  
c o n s i d e r e d  t o  b e  i n  t h e  o v e r a l l  i n t e r e s t  o f  t h e  e c o n o m y  a n d  t h o s e  w h o s e  t e r m s  
w e r e  c o n s i d e r e d  f a v o u r a b l e ,  e s p e c i a l l y ,  i n  t e r m s  o f  i n t e r e s t  r a t e  a n d  l o n g  
r e p a y m e n t  p e r i o d s  a r e  a c c o m m o d a t e d .  
2 .  S t a t u t o r y  l i m i t s  o n  m a x i m u m  l e v e l  o f  c o m m i t m e n t s :  T h e  g o v e r n m e n t  
p r o m u l g a t e d  t h e  R e h a b i l i t a t i o n ,  R e c o n s t r u c t i o n  a n d  D e v e l o p m e n t  D e c r e e  
o f l 9 7 0 ,  w h i c h  l i m i t e d  t h e  l e v e l  o f  e x t e r n a l  i n d e b t e d n e s s  t o  N  ! . O b i  I l i o n .  I t  w a s  
l a t e r  r e v i e w e d  a n d  r a i s e d  t o  N 5 . 0  b i l l i o n  i n  1 9 7 8 .  
3 .  S p e c i a l  D i r e c t i v e s  b y  t h e  F e d e r a l  G o v e r n m e n t :  T h o u g h  t h e r e  w a s  n o  l e g a l  
b a c k i n g ,  t h e  F e d e r a l  G o v e r n m e n t  i n  1 9 8 2  i s s u e d  a  d i r e c t i v e  a s k i n g  e a c h  s t a t e  
g o v e r n m e n t  n o t  t o  e x c e e d  a  m a x i m u m  o f  N 2 0 0  m i l l i o n  l i m i t  a s  e x t e r n a l  l o a n  
o u t s t a n d i n g  a n d  t o  e n s u r e  f i n a n c i a l  p r u d e n c e  b y  n o t  u t i l i z i n g  m o r e  t h a n  I  0 %  o f  
t h e i r  r e v e n u e  o n  d e b t  s e r v i c e .  T o  e n s u r e  c o m p l i a n c e ,  t h e  F e d e r a l  G o v e r n m e n t  
t h r e a t e n e d  t o  d e d u c t ,  a t  s o u r c e ,  t h e  e q u i v a l e n t  o f  d e b t  s e r v i c e  o b l i g a t i o n s  b e f o r e  
t h e  b a l a n c e  o f  t h e i r  a l l o c a t i o n  w o u l d  b e  r e l e a s e d .  J  
4 .  D e b t  R e s t r u c t u r i n g :  T h i s  i n v o l v e s  t h e  c o n v e r s i o n  o f  a n  e x i s t i n g  d e b t  i n t o  a n o t h e r  
c a t e g o r y  o f  d e b t  t h r o u g h  r e f i n a n c i n g ,  d e b t  r e s c h e d u l i n g ,  b u y - b a c k ,  i s s u a n c e  o f  
c o l l a t e r i z e d  b o n d s ,  a n d  p r o v i s i o n  o f  n e w  m o n e y  ( A n y a n w u :  1 9 9 7 ) .  N i g e r i a  h a d  
i m p l e m e n t e d  t h e  f o l l o w i n g :  
( a )  R e f i n a n c i n g  o f  T r a d e  A r r e a r s :  T h i s  i n v o l v e s  t h e  p r o c u r e m e n t  o f  a  n e w  l o a n .  
e i t h e r  f r o m  t h e  s a m e  c r e d i t o r  o r  a  n e w  s e t  o f  c r e d i t o r s  t o  p a y  o f f  a n  e x i s t i n g  d e b t ,  
p a r t i c u l a r l y  s h o r t - t e r m  t r a d e  d e b t .  N i g e r i a  u n d e r t o o k  t h e  f i r s t  r e f i n a n c i n g  
a r r a n g e m e n t  i n  1 9 8 3  f o l l o w e d  b y  a n o t h e r  i n  1 9 8 4 .  B y  1 9 8 6 ,  t h e  a m o u n t s  
i n v o l v e d  i n  b o t h  a g r e e m e n t s  w e r e  r e p a i d .  
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(b) Debt Rescheduling: This involves changing the maturity structure of the debt by 
spreading it over a longer period until it is eventually paid. For instance, a debt 
of$1.6 billion due to London C lub in 1987 was rescheduled in 1986 to be paid 
in 1996 with a 4-year grace period. 
(c) Debt Buy-back and Collaterization: This option impl·ies the offer of a substantia l 
discount to pay off an existing debt. In 1962, Nigeria bought 62% of commercial 
debt due to London Club and issued colatarized bonds for the remaining 38%. 
(d) Debt Conversion: It is a mechanism for reducing the nation 's external debt 
burden by changing the character of the debt. It involves the exchange of 
monetary instruments (promissory notes) for tangib le assets or other financial 
instruments. Debt conversion can take the form of: Debt for Equity, Debt for 
Cash, Debt for export, Debt for Debt, and debt for financial investment. 
In Nigeria, the debt conversion exercise essentially involved the sale of an externa l debt 
instrument for a domestic debt or equity participation in domestic enterprises. Between 
1988 and 1997, the total amount of debt actually redeemed stood at $1.18bi llion while 
total discounts and commissions that accrued from the exercise stood at $544.8 million 
and $20.7 million respectively (Anyanwu: 1997). 
A characteristic feature of Nigeria's external debt management before 2000 is the non-
existence of a coordinated effort for debt management and no well thought out strategy 
for borrowing and debt management. Debt management functions were carried in several 
departments of the Federal Ministry of Finance, Central Battk of Nigeria and Office of 
the Accountant General of the Federation (Nwankwo:20 I 0). The lack of efficient 
management of the nations external debt obligation significantly contributed to the 
accumulation of external debt to unsustainable levels. With the establishment of the Debt 
Management Office in 2000, procedures and structures for verification, authentication, 
computerization and reconci liation of the nation 's external debts have been put in place. 
Following successful negotiations on and exits from, the Paris and London C lub debts, 
the Debt Management Office, in 2005, formu lated a fi ve-year strateg ic plan with a 
Vision "To manage Nigeria 's debt as an asset for growth, development and poverty 
reduction. It is hoped that thi s v ision wou ld be realized. 
Recent borrowings seem to be rationalized on the grounds that Nigeria ' s Debt/GOP ratio 
of 17.6% (20 11 ) is still below the international standard threshold for igena speer 
group put at 40% by the World Bank. However, the emphasis (undue?) on Debt/GPO 
ratio as an index of sustainability and therefore a sufficient justification for borrowing 
should be done cautiously. Table 1 below, shows a list of countries ranked according to 
debt sustainability ratio (Debt/GOP). From the table, N igeria is ranked one of the least 
indebted among comparator countries. 
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T a b l e  1 :  I n d e p e n d e n t  I n d i c a t o r s  &  R a n k i n g  b y  T h e  W o r l d  B a n k :  S e l e c t e d  
C o u n t r i e s  P u b l i c  D e b t / G D P  R a t i o  ( 2 0 1 0 - 2 0 1 1 )  
C o u n t r y  2 0 1 0 ( % )  2 0 1 1 ( % )  
A l g e r i a  6 . 6 .  
6 . 6  
R u s s i a  7 . 9  8 . 7  
C a m e r o o n  1 6 . 1  1 6 . 2  
N i g e r i a  1 7 . 8  
1 7 . 6  
G a b o n  2 0 . 9  1 8 . 3  
B o t s w a n a  1 9 . 9  
2 0 . 3  
A n g o l a  2 1 . 4  2 4 . 5  
I n d o n e s i a  2 5 . 7  
2 4 . 5  
S e n e g a l  3 3 . 3  
3 3 . 2  
S o u t h  A f r i c a  3 3 . 4  
3 5 . 6  
G h a n a  3 4  
3 8 . 7  
T u r k e y  4 3  4 2 . 4  
C h i n a  4 3 . 5  
4 3 . 5  
C o l u m b i a  
4 4 . 2  
4 5 . 6  
K e n y a  4 7 . 7  4 8 . 5  
I n d i a  5 0 . 6  5 1 . 6  
T u n i s i a  
4 8  
5 1 . 8  
B r a z i l  5 4 . 7  5 4 . 4  
V i e t n a m  5 7 . 1  5 7 . 3  
M o r o c c o  6 1 . 1  
6 5  
E g y p t  8 1 . 4  
8 5 . 7  
S o u r c e :  W o r l d  B a n k / W o r l d  F a c t b o o k  W e b t s i t e s  
R e l i a n c e  o n  t h e  t a b l e  a b o v e  a s  a n  i n d e x  o f  e c o n o m i c  p e r f o r m a n c e  c o u l d  b e  d e c e p t i v e .  
F o r  i n s t a n c e ,  t h e  B R I C S  ( B r a z i l ,  R u s s i a ,  I n d i a ,  C h i n a  a n d  S o u t h  A f r i c a ) ,  a  g r o u p  o f  
e m e r g i n g  w o r l d  e c o n o m i e s ,  h a v e  D e b t / G D P  r a t i o s  a b o v e  N i g e r i a ' s  1 7 . 6 %  i n  2 0  I I  
e x c e p t  f o r  R u s s i a  ( 8 . 7 5 % ) .  N i g e r i a  i s  y e t  t o  b e  s o  c l a s s i f i e d  a n d  t h e r e  i s  n o  e v i d e n c e  t h a t  
N i g e r i a ' s  e c o n o m y  i s  i n d e e d  m o r e  p e r f o r m i n g .  A l s o ,  i n  2 0  I I ,  G h a n a  h a d  D e b t / G O P  
r a t i o  o f  3 8 . 7 %  a g a i n s t  N i g e r i a ' s  1 7 . 6 % .  G h a n a  r e c e n t l y  c e l e b r a t e d  I  O y e a r s  o f  
u n i n t e r r u p t e d  p o w e r  s u p p l y  w h e n  N i g e r i a  c o u l d  h a r d l y  a c h i e v e  2 4 h r s  o f  u n i n t e r r u p t e d  
p o w e r  s u p p l y .  B y  2 0 1 1 ,  G h a n a  h a d  p e r  c a p i t a  i n c o m e  o f $ 1 4 7 5  a g a i n s t  N i g e r i a ' s  $ 1 2 0 0  
( S o l u d o : 2 0  1 2 ) .  F r o m  t h e  a b o v e ,  i t  c o u l d  b e  i n f e r r e d  t h a t  G h a n a  h a s  a  m o r e  v i b r a n t  
e c o n o m y  i n s p i t e  o f  h i g h e r  D e b t / G O P  r a t i o .  F u r t h e r m o r e ,  f r o m  t h e  C I A  W o r l d  F a c t  B o o k  
( c i t e d  b y  N w a n k w o :  2 0 1 0 ) ,  b y  2 0 0 9  e s t i m a t e s ,  N i g e r i a  h a d  D e b t / G O P  r a t i o  o f  1 3 . 8 8 %  
a g a i n s t  G e r m a n y ' s  ( 7 7 . 2 0 % ) ;  F r a n c e  ( 7 9 . 7 0 % ) ;  U S A  ( 5 2 . 9 0 % ) ;  ( U K  6 8 . 5 0 % ) ;  J a p a n  
( 1 9 2 . 1 0 % ) ;  G h a n a  ( 6 7 . 5 % )  a n d  I n d i a  ( 5 9 . 6 0 % ) .  A l l  t h e  a b o v e  c o u n t r i e s  r a n k  h i g h e r  t h a n  
N i g e r i a  o n  D e v e l o p m e n t  i n d e x  i n s p i t e  o f  t h e i r  v e r y  h i g h  r a t i o .  
U s e  o f  r a t i o s  a s  a  t o o l  f o r  a p p r a i s a l  a n d  c o m p a r i < > o n  i s  n o r m  i n  f i n a n c i a l  m a n a g e m e n t  b u t  
s h o u l d ,  t h e r e f o r e ,  b e  d o n e  w i t h  r e s t r a i n t  b e c a u s e  o f t e n  t i m e s  t h e r e  a r e  r e s i d u a l s ,  o f t e n  
q u a l i t a t i v e  i n  n a t u r e ,  w h i c h  r e m a i n  u n e x p l a i n e d  ( S o l u d o : 2 0 0 4 ) .  F o r  i n s t a n c e ,  i t  i s  
i n t r i g u i n g  t o  n o t e  t h a t  i n s p i t e  o f  t h e  e x c i t i n g  G O P  g r o w t h  r a t e s  t h e r e  i s  h i g h  a n d  r i s i n g  
u n e m p l o y m e n t  ( S a n u s i :  2 0 1 1  ) .  
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The Burden of External Debt (The Paradox) 
An intriguing paradox is that rather than facilitate economic development; external 
borrowing has become a source of underdevelopment among development nations, 
including Nigeria. Pattillo, et al (2002) contended that the expectation that these loans 
would accelerate economic development and growth were nt:ver realized instead as debt 
ratios reached very high levels in the 1980s, it became evident that repayment would not 
only impair economic development but was rather virtually impossible. Nwakoby and 
Ezeoha (20 11) contended that evidence of external borrowings show that developments 
were never recorded in virtually all the debtor nations, neither was any growth ever 
recorded. They further argued, 
had external aid and !endings achieved their intended goals, perhaps, those loans 
borrowed after independence must have been repaid by now and the debtor countries 
would have been as much developed to the extent of being able to meet the present 
demands of the creditor nations. 
Quintana (cited by Nwakoby and Ezeoha:20 11) exp la ins that external sources of funds 
often lack the flexibility needed to feed a flow of capital that would sustain the need for 
increased investment and rapid economic growth. The macroeconomic environment of 
the Nigeria economy attests to the fact that external borrowings by the government have 
not achieved the desired objective of promoting economic deve lopment. Evidence of 
non-attainment of the stated objective could read ily be fou nd in the level of 
infrastrucutral defic iency, unemployment, poverty, etc. Development indicators for 
Nigeria are below global average and in some cases below the African average. For 
instance, the V ision 2020 report states, "Nigeria has seen its per cap ita income as a 
percentage of the US per capita income fall from 8.5% at impendence (1960) to 3 .3% in 
2004 and its GOP ranking fell from No. 20 in 1960 to No. 27 in 1980 and No. 56 in 
2005" . On food security, the UNDP African Human Development Report for 2011 
ranked Nigeria 142 out of 169. indeed, it could be argued that ·' in the immediate post-
independence period, Nigeria was more developed than some of the countries which are 
celebrated as development models today" (Oshiomhole: 2011 ). 
The quantum of debt serv ice payments has implicat ions for economic growth and 
development. The trend undermines the abi lity to invest in capital projects. Table 2 
shows a schedule of debt service payments in respect of external debts outstand ing for 
the period 2005-2009. 
T bl 2 E I D bt S P t ~ th P . d 2005 2009 a e : xterna e ervtce aymen s or e eno -
YEAR AMOUNT(US$(bn) 
2005 8.940 
2006 6.729 
2007 1.022 
2008 .464 
2009 .428 
Source: Vanguard: August 11,2005 p.5 
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F r o m  t h e  t a b l e  a b o v e ,  i t  w o u l d  b e  s e e n  t h a t  d u r i n g  t h e  p e r i o d  u n d e r  r e v i e w ,  a n  a v e r a g e  o f  
$ 3 . 5 1 7 b i l l i o n  p e r  a n n u m  w a s  p a i d  i n  s a t i s f a c t i o n  o f  e x t e r n a l  d e b t  s e r v i c e  o b l i g a t i o n s .  
T h e  r e d u c t i o n  i n  d e b t  s e r v i c e  p a y m e n t  f o r  2 0 0 8 - 2 0 0 9  w a s  a  d i r e c t  c o n s e q u e n c e  o f  t h e  
a b o u t  $ 1 8 b i l l i o n  d e b t  c a n c e l l a t i o n  a n d  p a y m e n t  o f  a b o u t  $ 1 2 b i l l i o n  t o  t h e  P a r i s  a n d  
L o n d o n  C l u b s  i n  2 0 0 5 / 2 0 0 6 .  A  p r o v i s i o n a l  s u m  o f N 4 7 . 6 b n  h a s  b e e n  b u d g e t e d  f o r  d e b t  
s e r v i c e  i n  t h e  2 0 1 2  b u d g e t  i n  r e s p e c t  o f  e x t e r n a l  d e b t s  o u t s t a n d i n g .  T h e s e  - p a y m e n t s  
c o u l d  h a v e  b e e n  u s e d  t o  e x e c u t e  d e v e l o p m e n t  p r o j e c t s  t h a t  c o u l d  h a v e  i m p r o v e d  
t a x p a y e r ' s  w e l f a r e .  T h e  h u g e  f o r e i g n  excha~1ge n e e d e d  t o  s e r v i c e  t h e  d e b t s  h a s  
i m p l i c a t i o n s  f o r  e x c h a n g e  r a t e  m a n a g e m e n t .  
A n  i m p l i c a t i o n  o f  t h e  b u r d e n  o f  t h e s e  p a y m e n t s  o n  f u t u r e  g e n e r a t i o n s  i s  a  r e d u c t i o n  o f  
t h e i r  c a p i t a l  s t o c k  s i n c e  s o m e  o f  t h e  b u r d e n  o f  c u r r e n t  g o v e r n m e n t  s p e n d i n g  i s  s h i f t e d  t o  
t h e m ,  t h u s  r a i s i n g  t h e  m o r a l  q u e s t i o n  o f  i n t e r - g e n e r a t i o n a l  e q u i t y  o r  f a i r n e s s .  B y  t h a t ,  
s u c c e s s i v e  g e n e r a t i o n s  a r e  c o n s t r a i n e d  t o  b e a r  a  b u r d e n  i n  f o r m  o f  u n c o m p e n s a t e d  
d i s t o r t i o n s  o f  t h e i r  p r e f e r r e d  p a t t e r n  o f  c o n s u m p t i o n .  F o r  i n s t a n c e ,  w h i l e  d e b t  s e r v i c e  
s t o o d  a t  1 . 9 %  o f  G D P ,  e d u c a t i o n  s p e n d i n g  w a s  6 . 4 %  i n  1 9 6 0 ;  b y  1 9 8 2  d e b t  s e r v i c e  r o s e  
t o  8 %  w i t h  e d u c a t i o n  s p e n d i n g  d e c l i n i n g  t o  1 . 3 %  o f  G D P  ( B r o w n : 2 0 0 3 ) .  N a t i o n s ,  i n  
s o l v i n g  t o d a y ' s  p r o b l e m s  s h o u l d  n o t  j e o p a r d i z e  t h e  a b i l i t y  o f  s u c c e s s i v e  g e n e r a t i o n s  t o  
a c h i e v e  t h e i r s .  
F a c t o r s  R e s p o n s i b l e  F o r  t h e  D e b t  C r i s i s  
T h e  f o l l o w i n g  f a c t o r s  h a v e  b e e n  i d e n t i f i e d  a s  i m p e d i m e n t s  t o  e n h a n c e d  e c o n o m t c  
d e v e l o p m e n t  t h r o u g h  r e s o t 1  t o  e x t e r n a l  b o r r o w i n g :  
I .  
2 .  
3 .  
F u n d i n g  o f  d e v e l o p m e n t  p r o j e c t s  w i t h  s h o r t / m e d i u m  t e r m  l o a n s  s o u r c e d  f r o m  
p r i v a t e  s o u r c e s  a t  h i g h e r  r a t e s  o f  i n t e r e s t ,  h e n c e  t h e  e m e r g e n c e  o f  d e b t  s e r v i c e  
b u n c h i n g .  
T y p e  o r  s t y l e  o f  g o v e r n m e n t :  T h e  P r e s i d e n t i a l  s y s t e m  o f  g o v e r n m e n t  a n d  t h e  
w a y  i t  i s  p r a c t i c e d  i n  N i g e r i a  h a v e  b e e n  r o u n d l y  c o n d e m n e d  a s  b e i n g  v e r y  
e x p e n s i v e  a n d  i n e f f i c i e n t .  T h e  n u m b e r  o f  p o l i t i c a l  a i d e s  ( s p e c i a l  a s s i s t a n t s ,  
p e r s o n a l  a s s i s t a n t s  a n d  s p e c i a l  a d v i s e r s ,  e t c . )  f o r  e a c h  p o l i t i c a l  o f f i c e  h o l d e r  i s  
o v e r  b l o a t e d  a n d  t h e i r  r e m u n e r a t i o n s  d o  n o t  r e f l e c t  t h e  e c o n o m i c  r e a l i t y  o f  t h e  
c o u n t r y  ( O n o s o d e : 2 0 0 4  a n d  ( O l u s a n y a : 2 0 0 4 ) .  A c c o r d i n g  t o  O n o s o d e ,  N i g e r i a  
m u s t  d e s i s t  f r o m  p r o d i g a l l y  l i v i n g  b e y o n d  i t s  m e a n s .  I t  c a n n o t  a f f o r d  t h e  f o r m  
a n d  s t y l e  o f  g o v e r n m e n t  i t  h a s  a d o p t e d .  I t  w i l l  f a i l ,  l i k e  o u r  h e r o e s  p a s t ,  i n  
e s t a b l i s h i n g  e c o n o m i c  f o u n d a t i o n  f o r  s u s t a i n a b l e  d e m o c r a c y  i f  i t  c o n t i n u e s  t o  
b o r r o w  w i t h  a b a n d o n  f r o m  p r o f e s s i o n a l  d o m e s t i c  a n d  m u l t i l a t e r a l  b a n k e r s ,  e v e n  
a t  a  c o n c e s s i o n a r y  i n t e r e s t  r a t e  o f  o n e  q u a r t e r  o f  o n e  p e r c e n t  t o  s u s t a i n  a  
b a t t a l i o n  o f  p a r a s i t e s  a t  t h e  t h r e e  t i e r s  o f  g o v e r n m e n t .  
O v e r  b l o a t e d  w o r k  f o r c e  a n d  t h e  i n c i d e n c e  o f  g h o s t  w o r k e r s :  T h e r e  a r e  l  1 2 , 0 0 0  
e m p l o y e e s  o n  t h e  n o m i n a l  p a y - r o l l  o f  t h e  F e d e r a l  G o v e r n m e n t  o u t  o f  w h i c h  
4 3 , 0 0 0  o n  t h e  p a y  r o l l s  o f  s o m e  M i n i s t r i e s ,  D e p a r t m e n t s  a n d  A g e n c i e s  ( M D A s )  
a r e  n o t  e x i s t i n g  h u m a n  b e i n g s  t h e r e b y  t r a n s l a t i n g  t o  a  l o s s  o f  N l 2  b i l l i o n  
a n n u a l l y  ( A g a n g a : 2 0  I I ) .  
T h e  c o s t  i m p l i c a t i o n s  o f  ( i i )  a n d  ( i i i i )  a b o v e  a c c o u n t s  f o r  t h e  u n s u s t a i n a b i l i t y  o f  
g o v e r n m e n t s  r e c u r r e n t  e x p e n d i t u r e  a n d  t h e r e f o r e  i t s  i n a b i l i t y  t o  f u n d  i n v e s t m e n t s  
i n  c a p i t a l  p r o j e c t s  a n d  i n f r a s t r u c t u r a l  d e v e l o p m e n t .  A l s o  p r o c e e d s  o f  d o m e s t i c  
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borrowings are in general used to cover part of the fiscal deficit as contained in 
the Appropriation Acts (DM0:2012) 
Corruption: Corruption is a monster which impedes economic growth and 
development. It weakens institutions and renders them unproductive. A imiuwu 
(cited by Onosode:2004) notes, "The grand larceny of corruption has 
underm ined the productivity of what otherwise shou ld have been veritable 
investments in human and physical capital". Onosode (2004) argues that 
"Nigeria ' s problem is not capacity bu ild ing but the ddiberate underutil ization of 
available capacity". Resources that should have been channe led to deve lopment 
projects and up in private banks accounts, hence individuals are enriched while 
the economy is impoverished. For example, reports from various tribunals 
(military regime) and probe panels reveal a high level of corruption by public 
officials. 
Neglect of the Agricultural sector: Oshimohole (20 11) attributed the post-
independence development in N igeria to "a thriving agrarian sector". A lso 
Osisioma (2004) argued, in the 1960s, the Nigerian economy had a near 
complete mono-sectoral dependence on agriculture. In those days, agriculture 
was the mainstay of the economy, the major source of government revenue, the 
chief foreign exchange earner and the main employer of labour. All that changed 
in the 1970s with the boom of the oil industry. Nigerians abandoned their hoes 
and matchets, and became a nation of traders, contractors, clearing and 
forwarding agents, smugglers and international fraudsters. Too late, our oil 
boom soon became an awful doom, and we turned most dramatically from a 
self-satisfied nation with bulging kitty of petro-dollars, to a beggar nation that 
could not pay the bill of her financial profligacy. 
With the collapse of the oi l boom, N igeria lacked the capacity to sustain the 
consumption pattern it had adopted, hence the recourse to external borrowing 
Lack of a coordinated effort for debt management and no wel l thought out 
national strategy for borrowing and debt management. Prior to the establishment 
of the Debt Management Office in October 2000, various aspects of debt 
management functions were carried out in several departments of the Federa l 
Ministry of F inance, Central Bank of N igeria and the Office of the Accountant-
General of the Federation leading to inefficient management of the nations debt 
obligations and hence, the accumulati on of externa l debt to unsustainable levels. 
Many projects and programmes, by omission or commission, were not des igned 
to stimulate productive activit ies that would enhance the overall capacity of the 
economy to repay the loans. In some case, political considerations informed the 
choice of projects to finance w ith the loan s, th us the preponderance of 
unproductive projects or those that lacked adequate cost control wh ich were 
abandoned before completion. Such projects which inc lude the Benin-Owena 
River Bas in Authority have impl ications for debt servicing. 
Low propensity to save: Nigerians not only have a poor sav ing habit but exh ibit 
a high preference for consumption (particularly of imported products) and waste. 
The high o il earnings of the 1970s encouraged and sustained the consumption of 
expensive and exoti c products among Nigerians. Resources were wasted to the 
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e x t e n t  t h a t  d u r i n g  t h e  s e c o n d  r e p u b l i c  (  1 9 7 9 - 1 9 8 3 ) ,  c h a m p a g n e  a l m o s t  r e p l a c e d  
w a t e r  a t  s o c i a l  f u n c t i o n s .  E v e n  t o o t h p i c k s  w e r e  i m p o r t e d  a n d  o s t e n t a t i o u s  l i v i n g  
b e c a m e  a  s t a t u s  s y m b o l .  W i t h  t h e  d e c l i n e  i n  o i l  r e v e n u e ,  s u s t e n a n c e  o f  t h e  
a d o p t e d  c o n s u m p t i o n  p a t t e r n  w a s  o n l y  a c h i e v e d  t h r o u g h  b o r r o w i n g .  I n  t h e  
U n i t e d  S t a t e s ,  t h e  d e f i c i t s  o f  t h e  1 9 8 0 s  h a v e  c o n s u m p t i o n  a s  a  p r i m a r y  
c o u n t e r p a r t ,  t h u s  t h e  e m e r g e n c e  o f  a  d e b t  b u r d e n  f o r  t h e  c o u n t r y  ( D o r n b u r s c h  
a n d  F i s h e r :  1 9 9 0 ) .  
9 .  U n r e a l i s t i c  E x c h a n g e  R a t e :  T h e  f a i l u r e  o f  t h e  m o n e t a r y  a n d  e x c h a n g e  r a t e  
p o l i c i e s  o f  t h e  g o v e r n m e n t  t o  r e s p o n d  q u i c k l y  e n o u g h  t o  r e f l e c t  t h e  e x t e r n a l  
v a l u e  o f  t h e  n a i r a  f o l l o w i n g  t h e  d r a s t i c  d e c l i n e  i n  i n f l o w  o f  r e s o u r c e s  f r o m  t h e  
d e p r e s s e d  o i l  m a r k e t  l e d  t o  a n  o v e r - v a l u e d  n a i r a  w i t h  i t s  a t t e n d a n t  s e v e r e  
p r e s s u r e  o n  t h e  e x t e r n a l  s e c t o r .  T h e  r e s u l t i n g  c h e a p  e x p o r t  a n d  l a r g e  n a i r a  b a s e  
e n c o u r a g e d  a l l  m a n n e r  o f  i m p o r t s  ( i n d u s t r i a l  a n d  h o u s e h o l d ) .  E v e n  t h e  n a i r a  
d e v a l u a t i o n  o f  1 9 8 6  a n d  b e y o n d  d i d  n o t  s i g n i f i c a n t l y  c h a n g e  t h e  t r e n d  b e c a u s e  
t h e  p r o d u c t i v e  b a s e  o f  t h e  e c o n o m y  w a s  w e a k .  
I  0 .  M i s g u i d e d  a n d  u n g u a r d e d  b o r r o w i n g :  T h e  h u g e  d e b t  s t o c k  a n d  i t s  a t t e n d a n t  
b u r d e n  o n  N i g e r i a n s  w a s  a  d i r e c t  c o n s e q u e n c e  o f  t h e  m i s g u i d e d  a n d  u n g u a r d e d  
b o r r o w i n g  b y  t h e  g o v e r n m e n t  ( A n y a o k u :  2 0 1 1 )  
I n  t h e  e a r l y  1 9 8 0 s ,  t h e  F e d e r a l  a n d  S t a t e  g o v e r n m e n t s  e m b a r k e d  o n  
i n d i s c r i m i n a t e  b o r r o w i n g s  f r o m  a b r o a d .  E v e n  b o r r o w i n g  l i m i t s  w e r e  f l a g r a n t l y  a b u s e d .  
S u g g e s t e d  R e m e d i e s  
D e b t ,  n o  d o u b t ,  i s  n o t  b a d  i n  i t s e l f  a n d  p r o c u r i n g  i t  t o  e x p a n d  c a p a c i t y  i s  n o t  a  b a d  i d e a .  
T h u s ,  e v e n  c o u n t r i e s  l i k e  t h e  U n i t e d  S t a t e s ,  U n i t e d  K i n g d o m ,  F r a n c e  a n d  G e r m a n y ,  t h a t  
a r e  s o  w e l l  d e v e l o p e d ,  a s  s t i l l  b o r r o w  d o m e s t i c a l l y  a n d  e x t e r n a l l y  t o  k e e p  t h e i r  
e c o n o m i e s  r u n n i n g .  I d e a l l y ,  t h e  j u s t i f i c a t i o n  f o r  d e b t  a c q u i s i t i o n  i s  i t s  a b i l i t y  t o  l i q u i d a t e  
i t s e l f  a n d  t h e n  r e n d e r  s o m e  r e t u r n s  t o  t h e  b o r r o w e r .  R a t h e r  t h a n  n o t  i m p r o v e  o n  h i s  
c o n d i t i o n ,  i t  m u s t  n o t  l e a v e  h i m  w o r s e - o f f .  T h e  r e v e r s e  i s  t h e  c a s e  f o r  N i g e r i a .  R a t h e r  
t h a n  i m p r o v e  c a p a c i t y ,  e x t e r n a l  d e b t  h a s  b e e n  a n  i m p e d i m e n t ;  a  c o t  i n  t h e  w h e e l  o f  
p r o g r e s s .  T h e  f o l l o w i n g  r e c o m m e n d a t i o n s  a r o s e  f r o m  t h e  p r o b l e m s  i d e n t i f i e d  i n  s e c t i o n  
f o u r  o f  t h i s  p a p e r :  
( i )  T h e  b u s i n e s s  m o d e l  s h o u l d  b e  a d o p t e d  i n  t h e  m a n a g e m e n t  o f  t h e  n a t i o n s  e x t e r n a l  
i n d e b t e d n e s s  s o  a s  t o  f a s t - t r a c k  t h e  d e v e l o p m e n t  o f  t h e  e c o n o m y .  M o r e  t h a n  9 0 %  
o f  p r i v a t e  c o m p a n i e s  w o r l d - w i d e  c o u l d  · 1 o t  f u n c t i o n  u n l e s s  t h e y  b o r r o w e d ,  a n d  i f  
m a d e  i f  i t  m a d e  s e n s e  f o r  t h e m  t o  b o r r o w  a n d  e n l a r g e  t u r n o v e r ,  i t  m a k e s  s e n s e  
f o r  g o v e r n m e n t  a s  a n  e c o n o m i c  a g e n t  t o  b o r r o w  t o  a c c e l e r a t e  g r o w t h  a n d  
d e v e l o p m e n t .  H o w e v e r ,  t h e  b o r r o w e d  f u n d s  m u s t  b e  u s e d  j u d i c i o u s l y  t o  e x e c u t e  
t h e  p r o j e c t s  f o r  w h i c h  t h e y  w e r e  b o r r o w e d .  E x t e r n a l  l o a n s  s h o u l d  n o t  b e  
c o n t r a c t e d  u n l e s s  t h e  a s s o c i a t e d  p r o j e c t s  h a v e  t h e  p o t e n t i a l  t o  l i q u i d a t e  t h e m .  
L o a n s  s h o u l d  b e  u n d e r t a k e n  t o  s u s t a i n  p r o d u c t i o n  a n d  n o t  c o n s u m p t i o n ,  m o r e s o  
w h e n  c o n s u m p t i o n  i s  i m p o r t - d e p e n d e n t .  
( i i )  T h e  D e b t  M a n a g e m e n t  O f f i c e  s h o u l d  e n s u r e  t h a t  r e s p o n s i v e  a n d  p r o a c t i v e  
s t r u c t u r e s  r e q u i r e d  f o r  e f f e c t i v e  a n d  e f f i c i e n t  m a n a g e m e n t  o f  t h e  n a t i o n s  e x t e r n a l  
d e b t  s t o c k  a r e  i n  p l a c e .  P r o c e d u r e s  f o r  v e r i f i c a t i o n ,  a u t h e n t i c a t i o n ,  m o n i t o r i n g ,  
c o m p u t e r i z a t i o n  a n d  r e c o n c i l i a t i o n  s h o u l d  b e  s t r e n g t h e n e d .  
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(iii) The war against corruption should be fought to a logical conclusion. 
Government should show zeal, determ ination and political will to see that this is 
done. Plea bargain as practiced in Nigeria should be reviewed. 
(iv) Conscious efforts should be made to diversify the Nigerian economy away from 
oil and gas to manufactured and processed agro-products. The sol id minerals 
sector should also be developed and commercialized to enhance the revenue base 
of the economy. 
(v) Government should ensure prudence in the conduct of government bus iness. The 
cost of governance should be reduced to sustainab le level to release funds for 
capital projects. The civil service should be strt.ngthened and reduced to 
sustainable size. Ministries, Departments and Agencies (MDAs) should be 
rationalized to avoid duplication of functions. All these have implications for the 
unsustainable level of recurrent expenditure. 
(vi) Consumption of locally produced goods should be encouraged to boost local 
production and thereby expand capacity of manufacturing facilit ies. 
(vii) Government should ensure an optimum mix of internai and external debt 
borrowing. External debt service payments involve movement of resources away 
from the domestic economy. Domestic borrowing, on the other hand, crowds out 
funds away from the private sector and has implications for domestic interest 
rate. 
(viii) Sustainable exchange rate policies should vigorously pursued, not through the 
use of fiat but through deliberate pursuit of policies that encourage domestic 
production and consumption and poss ibly export. 
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Debt is not a new concept and it is not exclusive to individuals, firms or countries. All 
economic agents borrow primarily to enhance their status. However, the mere acquisition 
of external debt is not sufficient ground for enhanced development. External borrowing 
throws up management chal lenges for government because their ability to hono ur debt 
obligations has implications for assessing the finan cial or economic health of the 
economy. 
Prudent management of external debt brings the outcome and theory in agreement. The 
business model approach is strongly advocated in planning for the acquisition and use of 
external debts. Borrowed funds must be used judiciously to execute the projects for 
which they were borrowed and the proceeds should be used in such a way that they 
generate maximum output, maximum growth, maximum employment and maximum 
poverty reduction. The poor state of infrastructure, business closures, low manufacturing 
capacity, rising unemployment and high incidence of poverty show that Nigeria's past 
external borrowings were grossly mismanaged, hence a reduction rather than an addition 
to capacity stock. 
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